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NOTICE TO READERS
This Audit Risk Alert is intended to provide auditors of financial 
statements of credit unions with an overview of recent economic, industry, 
legislative, regulatory, and professional developments that may affect the 
audits they perform. This document has been prepared by the AICPA 
staff. It has not been approved, disapproved, or otherwise acted on by a 
senior technical committee of the AICPA.
Susan W. Hicks
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Credit Union 
Industry Developments—1995/96
Industry and Economic Developments
Despite the United States economy's slow growth during 1995, the 
credit union industry continues to experience rapid growth in con­
sumer lending, while loan chargeoffs remain at record low levels. 
Slower growth in deposits, however, has contributed to tighter liquid­
ity and declining interest rate spreads. These factors, as well as con­
tinuing trends of cost control and consolidation within the industry, 
have various implications for audit risk.
Financial Trends
Because loan chargeoffs are at such low levels, the National Credit 
Union Administration (NCUA) is encouraging federal credit unions to 
adopt risk-based lending strategies, whereby credit unions approve 
loans with higher credit risk in return for higher interest rates. Chang­
ing credit or documentation standards to accommodate new products 
or new strategies may increase audit risk associated with estimates of 
loan losses.
Growth in loan portfolios also has tightened liquidity at many credit 
unions. Liquidity for funding portfolio activities typically comes from 
deposits, borrowings, or sales of assets such as securities. In recent 
years, mutual funds and other competing investments, as well as the 
strong performance of the stock market, have made it more difficult for 
credit unions to attract new deposits and have shifted funds away from 
existing deposits. Because borrowing funds from other institutions or 
other independent sources usually increases a credit union's cost of 
funds, deposits have been a primary funding source for portfolio 
growth, resulting in higher loan-to-deposit ratios. The importance of 
deposits as a funding source (and the value of related member relation­
ships as opportunities to offer other products) has kept credit unions 
from lowering deposit rates to the same degree as other decreases in 
market interest rates. Rather than lowering deposit rates to market 
rates, many credit unions have had to choose between maintaining or 
raising deposit rates and using higher cost borrowings to support port­
folio growth, thereby contributing to narrower interest-rate spreads.
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Credit unions that are heavily invested in fixed-rate assets (or vari­
able-rate assets subject to caps on interest-rate increases) may face 
narrower spreads in a rising-rate environment. This situation is ex­
acerbated when such credit unions have large volumes of money 
market or other short-term, rate-sensitive deposit liabilities that are 
subject to greater liquidity risk because those liabilities must be re­
priced at the higher interest rates. Auditors should be alert to the 
effect on audit risk of pressure to maintain or improve interest-rate 
spreads. Auditors also should be alert to the effects interest-rate in­
creases could have on borrowers' ability to repay variable-rate 
loans.
Some credit unions may sell securities or loans for liquidity to sup­
port portfolio growth. Auditors should consider the effect of such sales 
on management's intent for, classification of, and valuation of securi­
ties and loans for financial reporting purposes. Auditors also should be 
alert to the effect of sales with recourse on credit risk and recognition 
of gains and losses.
Consolidation and Restructuring
Consolidation and restructuring within the industry have continued 
during 1995 as credit unions attempt to control costs. Related reduc­
tions in staff or elimination or merger of duties increase the potential 
for weaknesses in knowledge of or adherence to internal controls. Such 
changes also may result in a lack of personnel to carry out control 
procedures. Auditors should be alert to such matters when considering 
a credit union's internal control structure.
Credit unions also continue to achieve efficiency and reduced oper­
ating expenses through shared-branch networks. Under shared-branch 
arrangements, credit unions are able to minimize the cost of doing 
business as well as provide their members with multiple locations by 
sharing branch facilities and staff with other, unrelated credit unions. 
Certain audit risks may arise from shared-branch arrangements. See 
the “Audit Issues and Developments" section of this Audit Risk Alert 
for a further discussion of the audit risks related to shared branches.
Legislative and Regulatory Developments
Laws and implementing regulations affect the areas and ways in 
which credit unions operate by creating standards with which those 
credit unions must comply. Also, some laws and regulations directly 
address the responsibilities of auditors. Auditors should be generally 
familiar with certain laws and regulations because of their effect on 
auditors'—
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• Acceptance of engagements in the industry.
• Development of the expected conduct and scope of an engage­
ment.
• Responsibility for detection of errors, irregularities, and illegal 
acts.
• Evaluation of contingent liabilities and related disclosures.
• Consideration of a credit union's ability to continue as a going 
concern.
Also, AICPA Statement on Auditing Standards (SAS) No. 22, Plan­
ning and Supervision (AICPA, Professional Standards, vol. 1, AU sec. 311), 
requires that auditors consider matters, such as government regula­
tions, affecting the industry in which the entity operates. For that pur­
pose, being familiar with the nature and purpose of regulatory 
examinations—including the differences and the relationship between 
examinations and financial statement audits—is helpful for auditors. 
An understanding of the regulatory environment in which credit un­
ions operate also is necessary to complement the auditor's knowledge 
of existing regulatory requirements. Because the regulatory environ­
ment is continually changing, the auditor should be aware of relevant 
regulatory changes and consider their implications in the audit proc­
ess.
Following are legislative and regulatory developments of particular 
significance in audits of the financial statements of credit unions. Other 
legislative and regulatory matters covering other policy areas, such as 
regulations for fair lending practices or the Community Reinvestment 
Act, are not within the scope of this document. Auditors should be 
alert to the effect of legislative and regulatory developments on contin­
gent liabilities, and planned mergers or acquisitions, and the direct and 
material effects of such developments on the determination of amounts 
in the credit union's financial statements. This Audit Risk Alert does 
not provide a comprehensive discussion of each issue. Readers should 
not substitute a reading of this Alert for a complete reading of related 
laws, regulations, rulings, or other documents where appropriate (see 
the "Information Sources" section herein). This Alert refers to related 
publications of the NCUA and other entities as appropriate.
Legislative Development
On June 2 8 , 1995, the Credit Union Reform and Enhancement Act (S. 
883) (the Bill), introduced by Senator Alfonse D'Amato (R-NY), chair­
man of the Senate Banking Committee, and ranking Democrat Paul 
Sarbanes from Maryland, was approved by the Senate Banking Com-
7
mittee. The purpose of the Bill is to amend the Federal Credit Union 
Act to enhance the safety and soundness of federally insured credit 
unions.
The Bill would grant NCUA authority to limit the investment activi­
ties in which federally insured, state-chartered credit unions may en­
gage. The Bill also would authorize NCUA to close federally insured, 
state-chartered credit unions that are insolvent or bankrupt after prior 
consultation with the state regulator; to institute a timely conservator- 
ship by eliminating the current thirty-day waiting period; and to set 
minimum capital standards and limits on loans to a single borrower.
In addition, the Bill would prohibit federal credit unions from in­
vesting in non-federally insured, state-chartered credit unions. Fur­
ther, it would preclude certain corporate credit unions from accepting 
deposits from their federally insured credit union members, as well as 
prohibit federal credit unions from participating in loan syndication or 
asset securitization programs at state-chartered, non-federally insured 
credit unions.
Although the Bill would authorize NCUA to curtail certain invest­
ment activities of federally insured, state-chartered credit unions, a 
grandfather clause was included to preserve federally insured, state- 
chartered credit unions' right to continue non-federally approved ac­
tivities in which they already are involved.
If enacted, the Bill may subject certain state-chartered credit unions 
to additional regulations that may have a direct and material effect on 
the financial statements. For example, it may require a credit union to 
divest of certain high-risk investments. It also may restrict or force the 
disposition of certain investments of some federal credit unions (see 
the "Regulatory Developments" section of this Audit Risk Alert for a 
further discussion of the divestiture issue). Therefore, auditors should 
be alert to any new developments in this area.
Regulatory Developments
Divestiture o f High-Risk Investments. NCUA regulations permit fed­
eral credit unions to invest in certain mortgage-related derivatives, 
such as collateralized mortgage obligations (CMOs) and real estate 
mortgage investment conduits (REMICs). However, part 703.5(g)(i) of 
the NCUA Rules and Regulations prohibits federal credit unions from 
purchasing fixed-rate CMOs or REMICs that fail any one of the three 
parts of the NCUA's high-risk securities test (HRST): (1) average life 
test, (2) average life sensitivity test, and (3) price sensitivity test (see 
Federal Register, vol. 58, no. 124, June 3 0 , 1993). In addition, part 703.5(j) 
of the NCUA Rules and Regulations requires that the price sensitivity 
test be applied to fluctuating or adjustable-rate CMOs or REMICs. The
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NCUA may seek the early disposition of investments that fail one or 
more parts of the HRST at or after purchase if they are believed to 
constitute a significant threat to a credit union's continued sound op­
eration.
In April 1995, the NCUA issued Letter to Credit Unions No. 169 
(Letter No. 169) to clarify the NCUA's position on divestiture of CMOs 
and REMICs that fail one or more parts of the HRST. The guidelines in 
Letter No. 169 also are intended to assist credit unions in their analyses 
of potential investments. It requires a credit union that discovers it is 
holding securities that fail one or more parts of the HRST to immedi­
ately dispose of those securities or, within five business days of discov­
ery, develop and submit to NCUA a written action plan that at a 
minimum includes:
• An asset/liability management (ALM) modeling analysis that 
demonstrates the impact that both holding and selling the failed 
instruments will have on earnings, liquidity, and capital.
• Evidence of the credit union's ability to hold the failed instru­
m ent(s) and manage the risks under plus or minus 300 basis points 
interest-rate shocks.
• An individual dollar loss figure for each failed security that will 
trigger their sale.
• A monthly log of market bids offered for the failed securities.
• A monthly monitoring process to evaluate the stress test results for 
all CMOs and REMICs.
NCUA examiners will assess the credit union's action plan, consid­
ering the reasonableness of the plan and the credit union's ability to 
manage the balance sheet risk. Specific factors that examiners will fo­
cus on will be the ability of the credit union officials to:
• Satisfactorily explain the securities characteristics and risks to the 
examiner.
• Obtain and adequately evaluate the security's market pricing, cash 
flows, and test modeling.
• Define, explain, and document how the failed securities fit into the 
credit union's ALM strategy.
• Analyze the impact that either holding or selling the failed securi­
ties will have on earnings, liquidity, and capital in different inter­
est-rate scenarios.
• Demonstrate the likelihood that the failed securities may again 
pass the high-risk security tests at a future date.
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After a review of the above factors, the examiner and the credit un­
ion management should agree on whether divestiture is appropriate 
and necessary. If the examiner does not feel that a suitable action plan 
has been developed, the credit union will be required to sell the failed 
CMOs or REMICs in accordance with a written directive that will be 
given to the credit union by NCUA.
Such forced dispositions can negatively affect a credit union's liquid­
ity, earnings, and capital positions. Because such restrictions and re­
quirements can affect the classification and valuation of assets, 
auditors should assess the risk that any violations of such rules and 
regulations might result in a material misstatement of a credit union's 
financial statements, in accordance with SAS No. 54, Illegal Acts by Cli­
ents (AICPA, Professional Standards, vol. 1, AU sec. 317). See the "Audit 
Issues and Developments" section of this Audit Risk Alert for a further 
discussion of noncompliance with regulatory requirements.
Revised Supervisory Committee Regulations. In late 1995, the NCUA 
expects to expose for public comment a revised Supervisory Commit­
tee Regulation, Part 701.12, "Audits and Verifications". The proposed 
regulation would specify the requirements for performing annual 
credit union supervisory committee audits and verification of mem­
bers' accounts.
The requirement for all federal credit unions to have made an annual 
supervisory committee audit would be satisfied by one or a combina­
tion of the following:
1. An audit of the credit union's financial statements performed by 
an independent auditor in accordance with generally accepted 
auditing standards (GAAS)
2. An agreed-upon procedures engagement performed by an inde­
pendent auditor in accordance with SAS No. 75, Engagements to 
Apply Agreed-Upon Procedures to Specified Elements, Accounts, or 
Items o f a Financial Statement (AICPA, Professional Standards, vol. 1, 
AU sec. 622)
3. A supervisory committee audit performed by a compensated 
auditor (as defined) other than a certified public accountant in 
accordance with applicable GAAS (as defined)
4. A supervisory committee audit performed by the supervisory 
committee or its designated, uncompensated representative in ac­
cordance with applicable GAAS
The proposed rule would require that any engagement by a compen­
sated auditor to perform any or all parts of a supervisory committee
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audit be evidenced by an engagement letter. The proposed rule also 
specifies what must be included in the engagement letter.
The proposed rule would require the auditor to provide a written 
report of the supervisory committee audit, a written report of any re­
portable conditions noted during the normal course of the audit, and a 
written report of any irregularities or illegal acts noted during the nor­
mal course of the audit. It also would require that the auditor provide 
access to all working papers related to the supervisory committee 
audit, including audit programs. Failure to provide such access may 
result in rejection of the audit as inadequate by the NCUA and admin­
istrative actions against the credit union. Auditors should refer to In­
terpretation No. 1 of SAS No. 41, Working Papers, titled "Providing 
Access to or Photocopies of Working Papers to a Regulator" (AICPA, 
Professional Standards, vol. 1, AU sec. 9339).
Truth-in-Savings Disclosures. In 1993, the NCUA issued a final rule 
(the Rule) on Truth-in-Savings Regulation, Part 707, to implement the 
Truth-in-Savings Act of 1992. Credit unions had until January 1 ,  1995, 
to comply with the Rule.
In the year of adoption, the Rule may substantially change the way 
certain credit unions calculate the interest they pay on deposit ac­
counts. It limits credit unions to calculating interest based on the daily 
balance or the average daily balance in a deposit account. Before issu­
ance of the Rule, many credit unions used either the rollback or par 
value method to calculate interest on deposits. Under the rollback 
method, interest is calculated based on the lowest continuous balance 
after a specified date. Using the par value method, credit unions pay 
interest on par value increments, such as $5 shares, rather than on ac­
tual account balances.
For many credit unions that were using either of those methods to 
calculate interest, a change to comply with the Rule may significantly 
increase the interest they pay on deposit accounts. Because violation of 
the Rule could cause a material misstatement of a credit union's finan­
cial statements, auditors should consider testing whether interest is 
calculated according to its provisions. See SAS No. 54 for a further 
discussion of the auditor's responsibility regarding illegal acts that can 
have a direct and material effect on the determination of financial state­
ment amounts.
Other Regulatory Matters
Following are descriptions of recent actions that involve laws and 
regulations addressed in required management compliance assertions 
and related attestation procedures.
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HUD Annual Lender Recertification Requirements. Credit union sub­
sidiaries that are mortgagees under certain mortgage insurance pro­
grams administered by the United States Department of Housing and 
Urban Development (HUD) should be aware of certain requirements 
for annual audits of financial statements. HUD Mortgagee Letter 95-6 
provides additional information.
Lender Reports. In 1992, Congress amended the Higher Education Act 
of 1965 (HEA) to require compliance engagements for lenders that par­
ticipate in Federal Family Education Loan (FFEL) programs. Many 
credit unions are subject to the requirements because they participate 
as lenders in these FFEL programs, which include the Federal Stafford 
Loan Program (formerly the Guaranteed Student Loan Program), the 
Federal Supplemental Loans for Students Program, the Federal PLUS 
Program, and the Federal Consolidation Loan Program.
In late 1992, the United States Department of Education (ED) issued 
implementing regulations, specifying that they would define proce­
dures for conducting the engagements in a guide the ED's Office of the 
Inspector General (OIG) would develop. The regulations made the re­
porting requirement effective for fiscal years beginning after July 23, 
1992. The OIG issued the Guide Compliance Audits (Attestation Engage­
ments) o f Federal Family Education Loan Program at Participating Lenders 
in March 1995.
The Guide generally requires an examination of management asser­
tions about compliance with certain requirements for preparation of 
the Lender's Interest and Special Request and Reports (ED Form 799), per­
formed, in part, in accordance with AICPA Statement on Standards for 
Attestation Engagements (SSAE) No. 3, Compliance Attestation (AICPA, 
Professional Standards, vol. 1, AT sec. 500). The HEA also requires that 
the engagements be performed in accordance with the United States 
General Accounting Office's (GAO's) Government Auditing Standards, 
which include general standards for an external quality control review 
and for continuing education requirements.
In a September 14, 1995, letter, the ED extended the due date for 
reports from lenders with portfolios equal to or less than $5 million (as 
defined) until June 3 0 , 1996.
Auditors may wish to discuss the reporting requirements with cli­
ents.
Exceptional Performance Standards Reports. Beginning July 1, 1995, 
the HEA allows credit unions participating as lenders in FFEL pro­
grams voluntarily to seek "exceptional performance" status based on 
their performance collecting delinquent and defaulted FFEL program 
loans. An exceptional performance designation by the Secretary of
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Education makes a lender eligible to be reimbursed 100 percent for 
insurance claims submitted for twelve months from the date the ED 
notifies the lender of the designation. 34 Code of Federal Regulations 
Subpart 682.415(a)(2) establishes qualifications for exceptional per­
formance status, including a required report on a compliance audit of 
the lender's loan portfolio that reports a compliance performance per­
centage of 97 percent or higher (as defined). Th e ED's OIG is preparing 
a guide that would specify procedures to be performed and reported 
on in accordance with SSAE No. 3 and the GAO's Government Auditing 
Standards. The guide also would include procedures for sampling and 
calculating the performance compliance percentage.
Auditors may wish to discuss the reporting requirements with cli­
ents.
Audit and Accounting Guide
The AICPA Credit Unions Committee currently is revising the 
AICPA Audit and Accounting Guide Audits o f Credit Unions to conform 
appropriate accounting guidance to the revised AICPA Audit and Ac­
counting Guide Banks and Savings Institutions, which will be issued in 
early 1996. The proposed Credit Unions Guide is expected to be ex­
posed for public comment in late 1996. It will incorporate new account­
ing and financial reporting requirements issued by the Financial 
Accounting Standards Board (FASB) and the AICPA's Accounting 
Standards Executive Committee (AcSEC) and new auditing standards 
issued by the AICPA's Auditing Standards Board (ASB) since issuance 
of the current Credit Unions Guide, which will be superseded.
Audit Issues and Developments
Asset Quality and Valuation Issues
Auditors of the financial statements of credit unions, especially those 
adopting new or more aggressive lending strategies, should give spe­
cial attention to credit quality issues surrounding the loans those credit 
unions extend. Auditors also should give special attention to other as­
set quality issues related to real estate; troubled debt restructurings; 
foreclosed assets and other real estate owned; off-balance-sheet finan­
cial instruments; and other assets. Auditors should obtain sufficient 
competent evidence to evaluate the adequacy of management's loan 
loss allowance and liabilities for other credit exposures. The subjectiv­
ity of determining such amounts, combined with the issues discussed 
in the "Industry and Economic Developments" section herein, rein-
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forces the need for careful planning and execution of audit procedures 
in this area, as well as evaluation of results of those procedures.
Lack of an effective system to evaluate credit exposure and other 
sources of impairment, or failure of a credit union to document ade­
quately its criteria and methods for determining loan loss allowances, 
may suggest a reportable condition or a material weakness in the credit 
union's internal control structure over financial reporting. These defi­
ciencies generally would (1) increase the degree of judgment auditors 
and regulatory examiners must apply in evaluating the adequacy of 
management's related allowances and liabilities and (2) increase the 
likelihood that differences in judgments will result. The guidance in 
SAS No. 57, Auditing Accounting Estimates (AICPA, Professional Stand­
ards, vol. 1, AU sec. 342), is useful when considering this area. Audits o f 
Credit Unions and the AICPA Auditing Procedure Study Auditing the 
Allowance for Credit Losses o f Banks (Product No. 021050) are other 
sources of information on auditing estimated credit losses.
Auditors also should be alert to valuation issues related to classifica­
tion and impairment of securities and other credit union investments.
Paragraph 16 of FASB Statement No. 115, Accounting for Certain In­
vestments in Debt and Equity Securities (FASB, Current Text, vol. 1, sec. 
I80), requires that, for individual securities classified either as avail­
able-for-sale or held-to-maturity (as defined), a credit union determine 
whether a decline in fair value below the amortized cost basis is other 
than temporary. Paragraph 69 of FASB Statement No. 115 says that "if 
the sale of a held-to-maturity security occurs without justification, the 
materiality of that contradiction of the enterprise's previously asserted 
intent must be evaluated."
The Corporate Credit Union Network (the Network) serves as a pri­
mary investment alternative for many credit unions. It consists of the 
U.S. Central Credit Union and the various corporate credit unions.
The recent failure of Capital Corporate Federal Credit Union, as a 
result of its significant investments in CMOs, has prompted the GAO, 
Congress, NCUA, and others to take a closer look at the financial 
strength of the Network. Several corporate credit unions are invested 
heavily in CMOs, many of which have declined in value. The GAO 
found corporate credit unions had total unrealized losses of about $600 
million at the end of 1994 that were related to their investments in 
CMOs. Auditors should be aware of the financial difficulties encoun­
tered by certain corporate credit unions and ensure their credit union 
clients are monitoring the financial strength of the corporate credit un­
ions in which they invest and are evaluating those investments for 
impairment on a timely basis.
Other factors that may affect audit risk include the credit union's 
exposure to interest-rate, liquidity, prepayment, and other risks. For
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example, credit unions heavily invested in fixed-rate assets (or vari­
able-rate assets subject to caps on interest-rate increases) may face nar­
rower spreads in a rising-rate environment. Auditors also should be 
alert to the effects interest-rate increases could have on borrowers' abil­
ity to repay loans and the effects interest-rate decreases could have on 
the realization of assets that are sensitive to prepayments (such as 
mortgage servicing rights and interest-only securities). Credit unions 
with large volumes of money market or other short-term deposit li­
abilities are subject to greater liquidity risk because those liabilities 
must be refinanced.
Shared Branches
Under shared-branch arrangements, several unrelated credit unions 
minimize the cost of doing business by sharing branch facilities and 
staff. The computer terminals at each branch can process deposits, 
withdrawals, and loan payments for all credit unions in the venture. 
Transactions are relayed to a data-processing switch where they are 
reformatted and posted to the subsidiary ledgers of the individual 
credit unions. Auditors should be aware of the risks created by the 
data-processing switch. The internal control structures of credit unions 
participating in shared-branch arrangements should include policies 
and procedures, such as the timely reconciliation of account balances, 
that ensure the proper posting and settling of the transactions proc­
essed by the shared branches. In addition, auditors should obtain an 
understanding of the internal control structure policies and procedures 
associated with the data-processing switch sufficient to plan the audit 
and to determine the nature, timing, and extent of procedures to be 
performed. To obtain this understanding, auditors should consider ob­
taining a service auditor's report on policies and procedures placed in 
operation at the data-processing switch. See the "SAS No. 70 Auditing 
Procedure Study" section that follows for a further discussion of serv­
ice auditors' reports.
Federally chartered credit unions have no restrictions on participa­
tion in shared branches. However, state-chartered credit unions may 
be subject to state laws that prohibit the completion of transactions 
across state lines.
Noncompliance With Regulatory Requirements
Events of noncompliance with regulatory requirements, such as par­
ticipation in impermissible activities or investments, expose credit un­
ions to regulatory action, such as the forced disposition of those 
impermissible investments. Events of noncompliance may be brought
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to the auditor's attention during the application of normal auditing 
procedures, during the review of regulatory examination reports, or 
because of actions required by regulators.
SAS No. 59, The Auditor's Consideration o f an Entity's Ability to Con­
tinue as a Going Concern (AICPA, Professional Standards, vol. 1, AU sec. 
341), states in paragraph 2 that "the auditor has a responsibility to 
evaluate whether there is substantial doubt about the entity's ability to 
continue as a going concern for a reasonable period of time, not to 
exceed one year beyond the date of the financial statements being 
audited." Events of noncompliance with laws and regulations or the 
need to dispose of substantial assets are conditions, when considered 
with other factors, that could indicate substantial doubt about the en­
tity's ability to continue as a going concern for a reasonable period of 
time. SAS No. 59 identifies examples of other factors that the auditor 
may evaluate.
Electronic Funds Transfer Association Engagements
Some electronic funds transfer (EFT) associations or networks re­
quire their members that process transactions to complete a "compli­
ance review." For example, credit unions with automated teller 
machines that use one or more EFT associations or networks may be 
required to provide related auditor reports.
Some EFT association requirements intend for auditors to (1) com­
plete a questionnaire about a credit union's compliance with the EFT 
association's operating rules and procedures related to internal con­
trols over security and (2) sign a certification statement that the 
credit union is in compliance with such operating rules and proce­
dures.
SSAE No. 3 governs engagements of this nature. Auditors who are 
asked to perform such engagements should determine whether the ac­
tions that are required conflict with SSAE No. 3. For example, certifica­
tion statements may extend an auditor's responsibility significantly 
beyond the limits of professional standards. Sometimes, the statements 
prescribed by the EFT association refer to GAAS or other professional 
standards that do not apply to such services. Such statements also may 
refer to the auditor's review of compliance; however, SSAE No. 3 pro­
hibits review services related to compliance, permitting only examina­
tion (assuming certain conditions exist) or agreed-upon procedures 
engagements. Furthermore, compliance questionnaires often ask for 
responses to questions about compliance without providing suffi­
ciently objective criteria for determining when compliance does or 
does not exist.
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Elimination of Uncertainty Reporting
The ASB has issued an exposure draft of a proposed SAS, Amendment 
to Statement on Auditing Standards No. 58, Reports on Audited Financial 
Statements, that would eliminate the requirement that, when certain 
criteria are met, the auditor add an uncertainties explanatory para­
graph to the auditor's report.
The amendment also would expand the guidance in paragraph 37 of 
SAS No. 58, Reports on Audited Financial Statements (AICPA, Professional 
Standards, vol. 1, AU sec. 508), to indicate that "unusually important 
risks or uncertainties associated with contingencies, significant esti­
mates, or concentrations" are matters that auditors may wish to em­
phasize in their reports. The amendment retains the option allowing 
auditors to disclaim an opinion on financial statements due to uncer­
tainties.
The proposal does not affect the provisions of SAS No. 59, which 
requires that the auditor add an explanatory paragraph to the auditor's 
report when there is substantial doubt about the entity's ability to con­
tinue as a going concern.
Currently, auditors of the financial statements of credit unions 
may consider it necessary to add an uncertainty explanatory para­
graph to their reports when there is a material uncertainty relating 
to possible regulatory sanctions, for example, for failure to comply 
with a written agreement entered into with the NCUA. If the pro­
posed SAS is issued in final form, that requirement will be elimi­
nated. Nonetheless, auditors reporting on financial statements that 
include such an uncertainty may wish to emphasize that fact by add­
ing an emphasis of a matter paragraph to their reports. Such para­
graphs, however, are optional and are added solely at the auditor's 
discretion.
The ASB hopes to finalize this SAS late this year and to issue an 
SAS that would be effective for reports issued on or after June 30, 
1996.
Comments on the proposed SAS were due on October 2 0 , 1995.
Mortgage Banking Engagements
In May 1995, the Mortgage Bankers Association of America (MBA) 
released its revised Uniform Single Attestation Program for Mortgage 
Bankers (USAP). The USAP supersedes the MBA's existing program 
(published in 1983) with an opinion-level attestation engagement per­
formed following SSAE No. 3. Specifically, the MBA redefined the en­
gagement to address mortgage servicing companies' compliance with
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the USAP's specified minimum servicing standards. The USAP will be 
effective for fiscal years ending on or after December 15, 1995, and 
later, with earlier application encouraged.
In a September 27, 1995 letter to its members, the MBA said that 
commercial and multifamily loan servicers could report using the 
USAP, except that minimum standards V.4 and VI. 1 could be omitted 
from management's assertion and the auditor's attestation reports. In 
the letter, the MBA described a project under way to consider amend­
ing or expanding the USAP to explicitly address reporting by commer­
cial and multifamily loan servicers.
The USAP addresses reporting on management assertions about an 
entity's compliance with specified criteria. SAS No. 70, Reports on the 
Processing o f Transactions by Service Organizations (AICPA, Professional 
Standards, vol. 1, AU sec. 324), provides guidance on factors auditors 
should consider when auditing the financial statements of entities that 
use service organizations (such as mortgage bankers that service mort­
gages for others). Information about the control structure policies and 
procedures at mortgage bankers or other loan servicing organizations 
may affect assertions in the user entity's financial statements. Also, 
some service auditors' reports prepared according to SAS No. 70 in­
clude descriptions and results of tests of operating effectiveness of 
specified control policies and procedures. Accordingly, those SAS No. 
70 reports may enable an auditor of the financial statements of a user 
entity to assess control risk below the maximum of relevant financial 
statement assertions. Readers should consult SAS No. 70 for additional 
information on how to use a service auditor's report when auditing the 
financial statements of a user organization.
The Federal Home Loan Mortgage Corporation (Freddie Mac) sent a 
September 29, 1995 letter to chief financial officers of its seller/serv- 
icers announcing that, effective immediately, Freddie Mac no longer 
requires an independent accountant's agreed-upon procedures attesta­
tion report on compliance with requirements of Freddie Mac's pro­
grams. The report previously was required by Freddie Mac's 1993 
Compliance Reporting Guide. Readers should be alert to a Freddie Mac 
bulletin that will be issued explaining the change and clarifying Fred­
die Mac's other independent audit requirements.
SAS No. 70 Auditing Procedure Study
A  task force of the ASB has drafted an auditing procedure study that 
provides guidance to auditors on implementing SAS No. 70. The study 
provides guidance to a service auditor engaged to issue a report on the 
control structure policies and procedures of a service organization and
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to user auditors engaged to audit the financial statements of an entity 
that uses a service organization. An example of a service organization 
is a bank trust department that invests and holds assets for employee 
benefit plans. The task force expects to issue the study in early 1996.
Agreed-Upon Procedures Engagements
In September 1995, the ASB issued SAS No. 75, Engagements to Apply 
Agreed-Upon Procedures to Specified Elements, Accounts, or Items of a Fi­
nancial Statement which supersedes SAS No. 35, Special Reports — Ap­
plying Agreed-Upon Procedures to Specified Elements, Accounts, or Items of 
a Financial Statement. The ASB also issued SSAE No. 4, Agreed-Upon 
Procedures Engagements (AICPA, Professional Standards, vol. 1, AT sec. 
600), which, among other things, in amending agreed-upon procedure 
reports prepared in accordance with SAS No. 75 and SSAE No. 4:
• Prohibits negative assurance about whether management's asser­
tion is fairly stated from being included in reports on agreed-upon 
procedures.
• Clarifies that SAS No. 65, The Auditor's Consideration o f the Internal 
Audit Function in an Audit o f Financial Statements (AICPA, Profes­
sional Standards, vol. 1, AU sec. 322), does not apply to agreed- 
upon procedures engagements.
• States that the concept of materiality does not apply to agreed- 
upon procedures engagements unless the definition of materiality 
is agreed to by the specified users.
SAS No. 75 and SSAE No. 4 are effective for reports dated after April 
3 0 , 1996, with earlier application encouraged.
Among other significant provisions, SSAE No. 4 also requires a writ­
ten management assertion as a condition of engagement performance.
Appendix B to Audits o f Credit Unions entitled "Suggested Guidelines 
for CPA Participation in Credit Union Supervisory Audits" provides 
guidance for performing supervisory committee audits in accordance 
with SAS No. 35. The AICPA Credit Unions Committee will consider 
the need for changes in that guidance due to changes in professional 
standards in connection with the revision of Audits o f Credit Unions. 
Auditors should consult SAS No. 75 for engagements that fall within 
its scope.
SSAE No. 4 will affect engagements to report on agreed-upon proce­
dures relating to management assertions about compliance by credit 
unions with EFT association requirements and FFEL program require­
ments (see the "Legislative and Regulatory Developments" section of
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this Audit Risk Alert). Auditors should be alert to the effects of SAS 
No. 75 and SSAE No. 4 on these and similar engagements.
Accounting Issues and Developments
Refund o f NCUSIF Deposit
Under the Federal Credit Union Act, the NCUA must refund to 
credit unions insured by the National Credit Union Share Insurance 
Fund (NCUSIF) the amount by which the equity of the NCUSIF ex­
ceeds 1.3 percent, its normal operating level.
For the first time since the fund was restructured in 1986, NCUA 
expects to refund deposits in excess of its normal operating level to 
credit unions insured by the NCUSIF. NCUSIF equity reached 1.3 per­
cent in May 1995 and is expected to exceed 1.3 percent by September 
3 0 , 1995, the end of the insurance year.
Auditors should determine whether such refunds are properly ac­
counted for. Paragraph 10.18 of Audits o f Credit Unions requires that 
any cash payments received by a credit union in connection with the 
reduction in the equity of the NCUSIF be reported as current-period 
income in the period in which it is determined that a distribution will be 
made. If it is determined before the credit union's year end that a distri­
bution will be made, income should be accrued in the credit union's 
year-end financial statements.
Mortgage Servicing Rights
FASB Statement No. 122, Accounting for Mortgage Servicing Rights 
(FASB, Current Text, vol. 2, sec. Mo4), amends FASB Statement No. 65, 
Accounting for Certain Mortgage Banking Activities (FASB, Current Text, 
vol. 2, sec. Mo4), to require that a mortgage banking enterprise recog­
nize as separate assets rights to service mortgage loans for others, how­
ever those servicing rights are acquired. A mortgage banking 
enterprise may acquire mortgage servicing rights through either the 
purchase or origination of mortgage loans. Auditors of federally char­
tered credit unions should be aware that the NCUA regulations pro­
hibit federal credit unions from purchasing mortgage servicing rights. 
A credit union that acquires mortgage servicing rights through the 
origination of mortgage loans and sells or securitizes those loans with 
servicing rights retained is required by FASB Statement No. 122 to 
allocate the total cost of the mortgage loans to the mortgage servicing 
rights and the loans (without the mortgage servicing rights) based on 
their relative fair values if it is practicable to estimate those fair values. 
If it is not practicable to estimate the fair values of the mortgage servic­
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ing rights and the mortgage loans (without the mortgage servicing 
rights), the Statement requires that the entire cost of purchasing or 
originating the loans should be allocated to the mortgage loans (with­
out the mortgage servicing rights) and no cost should be allocated to 
the mortgage servicing rights.
FASB Statement No. 122 requires that a credit union assess its capi­
talized mortgage servicing rights for impairment based on the fair 
value of those rights. The Statement requires that a credit union should 
stratify its mortgage servicing rights that are capitalized after the adop­
tion of the Statement based on one or more of the predominant risk 
characteristics of the underlying loans. The Statement requires that im­
pairment should be recognized through a valuation allowance for each 
impaired stratum.
FASB Statement No. 122 applies prospectively in fiscal years begin­
ning after December 15, 1995, to transactions in which a credit union 
sells or securitizes mortgage loans with servicing rights retained and to 
impairment evaluations of all amounts capitalized as mortgage servic­
ing rights, with earlier application encouraged. The Statement prohib­
its retroactive capitalization of mortgage servicing rights retained in 
transactions in which a credit union originates mortgage loans and 
sells or securitizes those loans before the adoption.
In July 1995, the FASB staff announced that the Board agreed to clar­
ify the transition provisions of FASB Statement No. 122, noting in 
FASB's Action Alert No. 95-21 that:
...earlier application is encouraged as of the beginning of a fiscal 
year for which annual financial statements or annual financial 
information has not been issued or as of the beginning of an in­
terim period within that fiscal year for which interim financial 
statements or interim financial information has not been issued.
For example, Public Company X issued financial information for 
the first quarter. In the second quarter, management of Public 
Company X has two choices for early adoption: (1) adopt as of the 
beginning of the fiscal year because annual financial statements 
or annual financial information has not been issued for that fiscal 
year or (2) adopt as of the beginning of the second quarter be­
cause interim financial statements or interim financial informa­
tion has not been issued for that quarter.
Impairment of Long-Lived Assets
In March 1995, the FASB issued Statement No. 121, Accounting for the 
Impairment o f Long-Lived Assets and for Long-Lived Assets to Be Disposed 
Of (FASB, Current Text, vol. 1, sec. I08). FASB Statement No. 121 estab­
lishes accounting standards for the impairment of long-lived assets, 
certain identifiable intangibles, and goodwill related to those assets to
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be held and used and for long-lived assets and certain identifiable in­
tangibles to be disposed of. The Statement requires that long-lived as­
sets and certain identifiable intangibles to be held and used by an 
entity be reviewed for impairment whenever events or changes in cir­
cumstances indicate that the carrying amount of an asset may not be 
recoverable. In performing the review for recoverability, the Statement 
requires that the credit union estimate the future cash flows expected 
to result from the use of the asset and its eventual disposition. If the 
sum of the expected future cash flows (undiscounted and without in­
terest charges) is less than the carrying amount of the asset, an impair­
ment loss is recognized. Otherwise, an impairment loss is not 
recognized. Measurement of an impairment loss for long-lived assets 
and identifiable intangibles that an entity expects to hold and use 
should be based on the fair value of the asset. The fair value of an asset 
is the amount at which that asset could be bought or sold in a current 
transaction between willing parties.
The Statement also requires that long-lived assets and certain identi­
fiable intangibles to be disposed of be reported at the lower of carrying 
amount or fair value less cost to sell, except for assets covered by Ac­
counting Principles Board (APB) Opinion No. 30, Reporting the Results 
o f Operations—Reporting the Effects o f Disposal o f a Segment o f a Business, 
and Extraordinary, Unusual and Infrequently Occurring Events and Trans­
actions (FASB, Current Text, vol. 1, sec. I13). Assets covered by APB 
Opinion No. 30 will continue to be reported at the lower of the carrying 
amount or the net realizable value.
Paragraph 16 of FASB Statement No. 121 states that assets to be dis­
posed of that are within the scope of that Statement, such as other real 
estate owned, should "not be depreciated (amortized) while they are 
held for disposal."
The Statement is effective for financial statements for fiscal years 
beginning after December 15, 1995. (Earlier application is encour­
aged.) Restatement of previously issued financial statements is not 
permitted by the Statement. The Statement requires that impairment 
losses resulting from its application be reported in the period in 
which the recognition criteria are first applied and met. The State­
ment requires that initial application of its provisions to assets that 
are being held for disposal at the date of adoption should be re­
ported as the cumulative effect of a change in accounting principle. 
(See "Foreclosed Assets" in the "Accounting Issues and Develop­
ments" section herein.)
Auditors of credit unions should be aware that the current industry 
climate of consolidations and mergers have increased the likelihood 
that events or changes in circumstances that indicate that assets have 
been impaired may have occurred. For example, a merger may result
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in duplication of branch locations within certain geographic areas that 
would compete for member business. In these instances, the carrying 
amounts of recorded assets may not be recoverable and the provisions 
of FASB Statement No. 121 may need to be applied.
In considering a credit union's implementation of FASB Statement 
No. 121, auditors should obtain an understanding of the policies and 
procedures used by management to determine whether all impaired 
assets have been properly identified. Management's estimates of fu­
ture cash flows from asset use and impairment losses should be evalu­
ated pursuant to the guidelines set forth in SAS No. 57.
Disclosures About Derivatives
In October 1994, the FASB issued Statement No. 119, Disclosure about 
Derivative Financial Instruments and Fair Value o f Financial Instruments 
(FASB, Current Text, vol. 1, sec. F25). FASB Statement No. 119 requires 
disclosures about derivative financial instruments — futures, forward, 
swap, and option contracts, and other financial instruments with simi­
lar characteristics. Although federal credit unions are prohibited from 
investing in derivative financial instruments as defined by FASB State­
ment No. 119, fixed-rate loan commitments and certain variable-rate 
loan commitments have characteristics similar to options and, there­
fore, fall within the scope of that Statement.
The Statement also amends existing requirements of FASB Statement 
No. 105, Disclosure o f Information about Financial Instruments with Off- 
Balance-Sheet Risk and Financial Instruments with Concentrations o f Credit 
Risk (FASB, Current Text, vol. 1, sec. F25), and FASB Statement No. 107, 
Disclosures about Fair Value o f Financial Instruments (FASB, Current Text, 
vol. 1, sec. F25). The Statement requires disclosures about amounts, 
nature, and terms of derivative financial instruments that are not sub­
ject to FASB Statement No. 105 because they do not result in off-bal­
ance-sheet risk of accounting loss. It requires that a distinction be made 
between financial instruments held or issued for trading purposes (in­
cluding dealing and other trading activities measured at fair value 
with gains and losses recognized in earnings) and financial instru­
ments held or issued for purposes other than trading. Paragraph 12 of 
FASB Statement No. 119 encourages, but does not require, entities to 
disclose quantitative information about risks associated with deriva­
tives.
FASB Statement No. 119 was effective for financial statements issued 
for fiscal years ending after December 15, 1994, except for organiza­
tions with less than $150 million in total assets. For those organizations, 
the Statement is effective for financial statements issued for fiscal years 
ending after December 15 , 1995.
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The FASB Special Report Illustrations o f Financial Instrument Disclo­
sures contains illustrations of the application of FASB Statements No. 
105, No. 107, and No. 119.
Income Recognition on Impaired Loans
In October 1994, the FASB issued Statement No. 118, Accounting by 
Creditors for  Impairment o f a Loan—Income Recognition and Disclosures 
(FASB, Current Text, vol. 1, sec. I08), which amends FASB Statement 
No. 114, Accounting by Creditors for Impairment o f a Loan (FASB, Current 
Text, vol. 1, sec. I08), to allow creditors to use existing methods for 
recognizing interest income on impaired loans. To accomplish that, it 
eliminates the provisions in FASB Statement No. 114 that describe how 
creditors should report income on impaired loans.
FASB Statement No. 118 does not change the provisions in FASB 
Statement No. 114 that require creditors to measure impairment based 
on the present value of expected future cash flows discounted at the 
loan's effective interest rate or, as a practical expedient, at the observ­
able market price of the loan or the fair value of the collateral if the loan 
is collateral-dependent.
FASB Statement No. 118 also amends the disclosure requirements in 
FASB Statement No. 114 to require disclosure of information about the 
recorded investment in certain impaired loans and about how credi­
tors recognize interest income related to those loans.
FASB Statement No. 118 is effective concurrent with the effective 
date of FASB Statement No. 114, that is, for financial statements for 
fiscal years beginning after December 15 , 1994.
Contributions
A  number of credit unions receive substantial contributions (for ex­
ample, use of facilities and utilities, telephone services, data process­
ing, mail services, payroll processing services, pension administration 
services and pension plan contributions, and other materials and sup­
plies) from their sponsoring organizations. A number of credit unions 
also rely on volunteers to provide various services to their members; 
other credit unions are staffed exclusively by volunteers.
In June 1993, the FASB issued Statement No. 116, Accounting for Con­
tributions Received and Contributions Made (FASB, Current Text, vol. 1, 
sec. C67), which establishes accounting standards for contributions 
and applies to all entities, including credit unions, that receive or make 
contributions. FASB Statement No. 116 generally requires that contri­
butions received, including unconditional promises to give, be recog­
nized as revenues in the period received at their fair values. 
Contributions of services should be recognized if the services received
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(1) create or enhance nonfinancial assets or (2) require specialized 
skills, are provided by individuals possessing those skills, and would 
typically need to be purchased if not provided by donation. FASB 
Statement No. 116 has some specific disclosure requirements for con­
tributed services and the Statement is generally effective for financial 
statements issued for fiscal years beginning after December 1 5 , 1994.
FASB Statement No. 116 also requires additional disclosures that ap­
ply only to not-for-profit organizations and provides for a delayed ef­
fective date for certain small not-for-profit organizations. Auditors 
should be aware that credit unions are not considered not-for-profit 
organizations for purposes of this Statement.
Auditors should consider whether contributions that require recog­
nition in accordance with FASB Statement No. 116 are identified as 
such and are properly valued, recorded, and disclosed in the financial 
statements.
In June 1995, the NCUA issued Letter to Credit Unions No. 171, 
which establishes a regulatory accounting position with regard to 
FASB Statement No. 116. NCUA believes that the donation of assets 
and services by a sponsor to a credit union is a reciprocal transfer be­
cause the sponsor gets the fringe benefit to its employees of on-site 
financial services. Therefore, such donations would not be required to 
be accounted for in accordance with the provisions of FASB Statement 
No. 116. NCUA will not take exception to a credit union's decision to 
follow FASB Statement No. 116, as long as it is followed consistently.
Impairment of a Loan
In May 1993, FASB Statement No. 114 was issued to address the 
accounting by creditors for impairment of certain loans. A loan is im­
paired when, based on current information and events, it is probable 
that a creditor will be unable to collect all amounts due according to the 
contractual terms of the loan agreement. The Statement is applicable to 
all creditors and to all loans, uncollateralized as well as collateralized, 
except large groups of smaller balance homogeneous loans that are 
collectively valued for impairment (for example, credit-card, residen­
tial mortgage, and consumer installment loans), loans that are meas­
ured at fair value or at the lower of cost or fair value, leases, and debt 
securities as defined in FASB Statement No. 115. It applies to all loans 
that are restructured in a troubled debt restructuring involving a modi­
fication of terms, including groups of smaller balance homogeneous 
loans that may otherwise have been excluded from the scope of the 
Statement.
FASB Statement No. 114 requires that impaired loans that are within 
its scope be measured based on the present value of expected future 
cash flows discounted at the loan's effective interest rate or, as a practi­
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cal expedient, at the loan's observable market price or the fair value of 
collateral if the loan is collateral-dependent. The impairment is recog­
nized by creating or adjusting a valuation allowance for the impaired 
loan with a corresponding charge to bad debt expense.
The Statement amends FASB Statement No. 5, Accounting for Contin­
gencies (FASB, Current Text, vol. 1, sec. C59), to clarify that a creditor 
should evaluate the collectibility of both the contractual interest and 
contractual principal of all receivables in assessing the need for a loss 
accrual. The Statement also amends FASB Statement No. 15, Account­
ing by Debtors and Creditors for Troubled Debt Restructurings (FASB, Cur­
rent Text, vol. 1, sec. D22), to require a creditor to measure all loans that 
are restructured in a troubled debt restructuring involving a modifica­
tion of terms in accordance with its provisions. Auditors should be 
aware that this Statement may have limited application to credit un­
ions that do not engage in business lending.
The Statement applies to financial statements for fiscal years begin­
ning after December 15 , 1994. Earlier application is encouraged.
Offsetting
APB Opinion No. 10, Omnibus Opinion-1966 (FASB, Current Text, vol. 
1, sec. B10), paragraph 7, says that "it is a general principle of account­
ing that the offsetting of assets and liabilities in the balance sheet is 
improper except where a right of setoff exists." FASB Interpretation 
No. 39, Offsetting o f Amounts Related to Certain Contracts (FASB, Current 
Text, vol. 1, sec. B10), defines right o f setoff and specifies what conditions 
must be met to permit offsetting. FASB Interpretation No. 41, Offsetting 
o f Amounts Related to Certain Repurchase and Reverse Repurchase Agree­
ments (FASB, Current Text, vol. 1, sec. B10), modifies FASB Interpreta­
tion No. 39 to permit offsetting in the statement of financial position of 
payables and receivables that represent repurchase agreements and 
reverse repurchase agreements and that meet all of the conditions 
specified therein. FASB Interpretation No. 41 was effective for financial 
statements issued for periods ending after December 15 , 1994.
Consensus Decisions of the FASB's Emerging Issues Task Force 
(EITF)
The EITF frequently discusses accounting issues involving financial 
instruments, real estate, or transactions of similar importance to credit 
unions. A description of issues discussed during the year follows; 
readers should consult detailed minutes for additional information.
• EITF Issue No. 95-5, Determination o f What Risks and Rewards, If 
Any, Can Be Retained and Whether Any Unresolved Contingencies May
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Exist in a Sale o f Mortgage Loan Servicing Rights, addresses certain 
issues related to sales of and mortgage loan servicing rights.
• EITF Issue No. 95-3, Recognition o f Liabilities in Connection with a 
Purchase Business Combination, addresses what types of direct, inte­
gration, or exit costs to accrue as liabilities in a purchase business 
combination and when to recognize those costs.
• EITF Issue No. 95-2, Determination o f What Constitutes a Firm Com­
mitment for  Foreign Currency Transactions Not Involving a Third 
Party, addresses what constitutes a significant economic penalty to 
a consolidated entity under EITF Issue No. 91-1, Hedging Intercom­
pany Foreign Currency Risks.
• EITF Issue No. 94-9, Determining a Normal Servicing Fee Rate for the 
Sale o f an SBA Loan, discusses how, when applying EITF Issue No. 
88-11, Allocation o f Recorded Investment When a Loan or Part o f a Loan 
Is Sold, an enterprise should determine a normal servicing fee rate 
for United States Small Business Administration (SBA) loans with­
out a major secondary market maker. A secondary issue is how to 
account for a change in the normal servicing fee rate.
• EITF Issue No. 94-5, Determination o f What Constitutes All Risks and 
Rewards and No Significant Unresolved Contingencies in a Sale of Mort­
gage Loan Servicing Rights under Issue No. 89-5, involves accounting 
for transfers of mortgage servicing rights.
Appendix D to the EITF Abstracts contains EITF discussions of tech­
nical matters that have long-term relevance and do not relate specifi­
cally to a numbered EITF Issue. Readers should be alert to the 
following topics of recent discussion:
• Appendix D-45, Implementation o f FASB Statement No. 121 for Assets 
to Be Disposed Of, contains FASB staff views on issues relating to 
implementation of FASB Statement No. 121.
• Appendix D-44, Recognition o f Other-Than-Temporary Impairment 
upon the Planned Sale o f a Security Whose Cost Exceeds Fair Value, 
contains a FASB staff announcement concerning implementation 
of FASB Statement No. 115.
• Appendix D-43, Assurance That a Right o f Setoff is Enforceable in a 
Bankruptcy under FASB Interpretation No. 39, contains FASB staff 
views on that subject.
Readers should consult the minutes for the following issues to un­
derstand the effect of issuance of FASB Statement No. 122 on related 
consensuses.
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• EITF Issue No. 88-11, Allocation o f Recorded Investment When a Loan 
or Part o f a Loan Is Sold
• EITF Issue No. 86-39, Gains from the Sale o f Mortgage Loans with 
Servicing Rights Retained
• EITF Issue No. 86-38, Implications o f Mortgage Prepayments on Amor­
tization o f Servicing Rights
Readers should consult the minutes for the following issues to un­
derstand the effect of issuance of FASB Statement No. 121 on related 
consensuses.
• EITF Issue No. 94-3, Liability Recognition for Certain Employee Termi­
nation Benefits and Other Costs to Exit an Activity (including Certain 
Costs Incurred in a Restructuring)
• EITF Issue No. 90-16, Accounting for Discontinued Operations Sub­
sequently Retained
• EITF Issue No. 90-6, Accounting for Certain Events Not Addressed in 
Issue No. 87-11 Relating to an Acquired Operating Unit to Be Sold
• EITF Issue No. 87-11, Allocation o f Purchase Price to Assets to Be Sold
• EITF Issue No. 84-28, Impairment o f Long-Lived Assets
Risks and Uncertainties
In December 1994, AcSEC issued Statement of Position (SOP) 94-6, 
Disclosure o f Certain Significant Risks and Uncertainties. SOP 94-6 re­
quires credit unions to include in their financial statements disclosures 
about (1) the nature of their operations and (2) the use of estimates in 
the preparation of financial statements. In addition, if specified criteria 
are met, SOP 94-6 requires credit unions to include in their financial 
statements disclosures about (1) certain significant estimates and (2) 
current vulnerability due to certain concentrations.
Paragraph 18 of SOP 94-6 gives examples of items that may be based 
on estimates that are particularly sensitive to change in the near term. 
Besides valuation allowances for business and real estate loans, exam­
ples of similar estimates that may be included in financial statements of 
credit unions include, but are not limited to, the following:
• Impairment of long-lived assets, for example, marginal branches.
• Estimates involving assumed prepayments, for example, dis­
counts or premiums on financial assets (such as securities or 
loans), mortgage servicing rights and excess servicing receivables, 
and mortgage-related derivatives.
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• Lives of goodwill and identifiable intangible assets.
Examples of concentrations that may meet the criteria that require dis­
closure in the financial statements of credit unions in accordance with 
paragraph 21 of the SOP include the following:
• Sale of a substantial portion of or all receivables or loan products 
to a single customer.
• Loss of approved status as a seller to a third party.
• Concentration of revenue from mortgage banking activities.
The provisions of SOP 94-6 are effective for financial statements issued 
for fiscal years ending after December 15 , 1995, and for financial state­
ments for interim periods in fiscal years subsequent to the year for 
which SOP 94-6 is first applied.
Auditors should be alert to the requirements of the new SOP and its 
impact on the financial statements they audit. Auditors should care­
fully consider whether all significant estimates and concentrations 
have been identified and considered for disclosure.
Foreclosed Assets
Certain provisions of SOP 92-3, Accounting for Foreclosed Assets, are 
inconsistent with provisions of FASB Statement No. 121. AcSEC is con­
sidering actions that it should take on SOP 92-3; however, FASB State­
ment No. 121 takes precedence for transactions within its scope.
SEC Staff Accounting Bulletin
Securities and Exchange Commission (SEC) Staff Accounting Bulle­
tin (SAB) No. 94, Recognition o f a Gain or Loss on Early Extinguishment of 
Debt, expresses SEC staff views about the period in which a gain or loss 
is recognized on the early extinguishment of debt. While credit unions 
are not public entities subject to the reporting requirements of the SEC, 
SAB No. 94 may provide useful guidance to credit unions.
Information Sources
Further information on matters addressed in this Audit Risk Alert is 
available through various publications and services listed in the table 
at the end of this document. Many non-government and some govern­
ment publications and services involve a charge or membership re­
quirement.
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Fax services allow users to follow voice cues and request that se­
lected documents be sent by fax machine. Some fax services require the 
user to call from the handset of the fax machine; others allow the user 
to call from any phone. Most fax services offer an index document, 
which lists titles and other information describing available docu­
ments.
Electronic bulletin board services allow users to read, copy, and ex­
change information electronically. Most are available using a modem 
and standard communications software. Some bulletin board services 
are also available using one or more Internet protocols.
Recorded announcements allow users to listen to announcements 
about a variety of recent or scheduled actions or meetings.
All phone numbers listed are voice lines, unless otherwise desig­
nated as fax (f) or data (d) lines. Required modem speeds, expressed in 
bauds per second (bps), are listed data lines.
*  *  *  *
This Audit Risk Alert supersedes Credit Union Industry Develop­
ments—1994.
* * * *
Practitioners should also be aware of the economic, industry, regula­
tory, and professional developments described in Audit Risk Alert— 
1995/96 and Compilation and Review Alert— 1995/96, which may be 
obtained by calling the AICPA Order Department at the number below 
and asking for product no. 022180 (audit) or 060669 (compilation and 
review).
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